Final regulations 1 for the wellness incentives authorized in section 2705 of the Patient Protection and Affordable Care Act 2 were issued June 3, 2013, and went into effect January 1, 2014. This gave employers only 4 months to read and decipher the regulations, develop their incentive policies, articulate them in written form, and prepare the documents to distribute to employees for their October-November 2013 open enrollment announcements. Not surprisingly, many employers are still scrambling to understand the regulations, trying to monitor and observe how their policies are working, and getting ready to refine their policies before they release policies in their fall 2014 open enrollments.
The purpose of this article is to describe four lenses employers can use to review their policy plans to increase the likelihood that their wellness incentive policy will reflect their health enhancement, medical cost containment, and overall organization goals. The discussion below illustrates how three of the policy elements can be viewed through the four lenses, and describes three additional policy elements employers should be considering and can review through these lenses.
This analysis should be viewed as a very preliminary speculative analysis developed without the benefit that will come from observing and critiquing programs over the coming year and years.
A summary of four key elements of the wellness incentives is provided in the insert. Readers not familiar with the regulation details are referred to the full regulations.
Lenses Through Which to View Policy Elements
The lenses through which to examine the eight central policy elements are (1) What drives healthy behavior? (2) What is equitable? (3) What is sustainable? and (4) What enhances employee morale? These are briefly described below. The first three have been discussed previously. 3 What Drives Healthy Behavior? In summary, there is strong evidence that financial incentives are effective in motivating people to do simple things on a short-term basis. For example, financial incentive can be very effective in increasing participation in health risk appraisals (HRAs) and health screenings. Also, there is very little evidence that financial incentives DO or DO NOT produce long-term behavior change. 4 What Is Equitable? Employees with no health behaviorrelated risk factors have medical costs estimated to be 70% lower than those with multiple risk factors. As such, from an equity perspective, differences in health plan premiums between these groups that are less than 70% provide a better deal to those with multiple health risks, and differences greater than 70% are a better deal to those with no risk factors. Given the limit in the regulations of a 50% difference in premiums, the 70% limit will never be reached. 5 What Is Sustainable? A health promotion program, including any financial incentives associated with it, must pay for itself to survive. It might pay for itself indirectly through measureable savings in medical costs or enhancements in productivity, or helping to attract and retain talented employees. It may also pay for itself directly through a surcharge in the health plan premiums, or by sharing some of the cost with employees.
What Enhances Employee Morale? Employers pay competitive salaries and offer a wide range of health, retirement, and other benefits for one reason. . .to attract and retain the most talented people, especially for the most important positions. Supporting this goal should be the bedrock of all employer policy decisions, especially policies related to employee benefits. A policy that damages employee morale is likely to reduce productivity, increase turnover, and make it more difficult to hire high-quality employees. . .all of which are likely to destroy an organization much faster than unsustainable medical costs. Expressed more directly. . .employers should do everything possible to avoid creating a benefit structure that damages employee morale.
Policy Elements
Six important elements of a wellness incentive policy are described below.
Number and Types of Behaviors and Outcomes to Target.
Employers can target a wide range of health-related behaviors and conditions. (See ''Types of Incentive Structures'' in the insert.)
If the priority of the incentive program is to drive healthy behavior and enhance the health of employees, it makes sense to focus on health behaviors that are related to the most serious and prevalent health conditions. This is the classic health promotion approach: increasing physical activity and nutritious eating; quitting use of tobacco, excess alcohol, and harmful drugs; managing weight and stress; and practicing wise medical self care. The healthy behavior priority would also be consistent with simple and clear steps that provide an achievable route to successful behavior change and to rewards for progress, and would avoid structures that are highly complex, might discourage people, or seem punitive. This perspective would be consistent with setting a small number of target behaviors or conditions, perhaps three or four.
The fiscal sustainability priority may influence employers in two ways. First, it may lead them to focus on health behaviors or conditions that are the most expensive rather the most important from a health perspective. Although health and cost impact are closely aligned in most cases, they may not be in all cases, especially in some industries. Second, employers focused on fiscal sustainability may choose to make it difficult for employees to achieve a participation standard or a health outcome standard, because that would lead to fewer employees meeting the standard and fewer employees receiving the discount. This provides a covert way for employers to raise premiums and shift a greater portion of the health plan costs to employees. Effective January 1, 2015, the Affordable Care Act places a 60% lower limit on the portion of the premium paid by employers, which will mute this impact in extreme cases.
Policies consistent with enhancing morale will reward those who make the most effort, will provide clear and positive steps to success, will not be overly cumbersome and complex, and will be perceived to have to the employees' best interest at their core. Policies perceived as being a subterfuge for discrimination or a covert strategy to increase health plan premiums, or as delving too deeply into employees' private lives or embarrassing employees in any way, are likely to damage morale.
Policies consistent with maintaining equity are likely to have a small number of behavior and condition targets and to be limited to behaviors that are under an employee's control, to conditions that can be impacted by the employee's behaviors, and to behaviors and conditions that impact the overall well-being of the organization.
2. Cost-Positive, Neutral, or Savings Approach. A wellness incentive program can be implemented to be cost positive, cost neutral, or cost saving to the employer. A cost-neutral incentive has no net cost or savings for the employer. This is achieved by offsetting the reduced premiums offered to those who achieve health goals or participate in programs with increased premiums for those who do not. Most employers achieve this by raising premiums for all employees and then reducing them for employees who meet the standards. An incentive program is cost positive if it has a net cost to the employer. This occurs when premium reductions for those who meet standards are greater than premium increases for those who do not. An incentive program is cost saving if it results in direct net savings to the employer, independent of savings that might occur from improved health. This occurs when premium reductions for those who meet standards are less than premium increases for those who do not. The savings might be just enough to cover the cost of the health promotion program, or enough to shift more of the cost of the health plan to the employees.
From a financial sustainability perspective, a cost-neutral or cost-saving philosophy makes the most sense. If the full cost of the premium reductions and the full cost of the health promotion program are paid for by the increase in health plan premiums for those who do not meet standards, the employer will be able to maintain the program and incentives continuously, even if the program does not reduce the rate of increase in medical costs. If the program does reduce the rate of increase of medical costs, these savings can be passed on to employees in the form of smaller increases in health plan premiums.
From the perspective of enhancing employee morale, a costneutral or cost-positive perspective makes the most sense. A program that reduces premiums for those who meet participation or health standards and has no impact on premiums of those who do not (cost positive) is likely to enhance morale among those who see their premiums go down and to have modest or no impact on those who do not. Conversely, a program that shifts additional premium costs to employees (cost savings) is likely to damage the morale of employees who do not meet the standards.
Equity may not be relevant to the cost philosophy policy. Employees who receive subsidized health insurance through their employer are already very fortunate compared to those who do not. In addition to being saved the time required to find a high-quality health plan, employees benefit from the organization's ability to negotiate lower volume-based pricing and from the organization's paying a portion of the premium.
The impact of cost philosophy on health behavior is difficult to predict. Motivation to participate in programs or to achieve health goals may increase as the amount of the potential savings increase. If this is true, the cost-saving approach might motivate those who meet the standards and those who do not. However, this could also backfire. Employees who do not meet the standards could become frustrated and give up on even trying to practice healthy behaviors. If so, they are likely to resent the incentive program and be angry with the organization. Their anger might push them toward less healthy behavior. They might also direct their anger toward employees who meet the standards, and reduce the desire of those employees to participate in the program as well.
3. Maximum Incentive Value and Allocation of Incentives. The maximum incentive is 50% of the health plan premium.
Assuming an average premium cost of $6000 for an individual and $15,000 for a family, this represents maximum incentives of $3000 and $7500 respectively. Given the lack of evidence that financial incentives improve health behavior, we might conclude that the size of the incentive may not have a strong influence on driving healthy behavior. In contrast, given the evidence that incentives increase participation, larger incentives might produce higher participation rates. This would support focusing incentives on participating in programs. The incentives probably do not need to be large; employers have seen participation rates in HRAs above 90% from incentives in the $200 to $300 range when they are integrated into the health plan premium. 6, 7 As such, incentives of $800 to $1200 might be enough to motivate employees to participate in four different programs , and $1200 represents only 20% of the health plan premium for an individual.
Maintaining equity is consistent with setting premium differentials close to the difference in medical cost levels between employees with different levels of health risks. Given the maximum differential of 50% between the highest and lowest groups and the difference in costs of 70% discussed above, those with more risks are going to always have a more favorable arrangement.
Fiscal sustainability considerations are not a factor in determining the amount of the incentive, but they do favor placing most of the incentive on meeting the health standard rather than participating in programs, because meeting the health standard will be associated with lower medical costs whereas participation in programs will not. Phrased differently, employers will reduce medical costs when employees improve health habits, not when they participate in programs. The exception to this conclusion is circumstances in which program participation rates are low. In these cases, the lower the participation rates, the fewer the number of premium discounts employers will pass along, and the greater the cost shifting from employee to employer. This would favor larger incentives for participation.
Ratio of Types of Incentive Structure for Reasonable Alternative
Standards. A reasonable alternative standard (RAS) must be offered to allow all employees to earn the incentive even if they do not meet the initial standard for any activity-only or outcome-based incentives, and for any employee who has a medical condition that prevents participating in a participatory incentive, the structure of the incentive (i.e., participatory, activity-only, or outcome) can be maintained or can shift to a structure that is more easy to achieve. For example, the RAS for an outcome-level incentive like a body mass index (BMI) of 25 could be another outcome standard, such as a BMI of 26, or could be meeting a specific fitness standard. The RAS could also be an activity-level standard like participating in an interactive fitness or weight loss program, or a participatory-level standard like sitting Amount of Discounts. Beginning in 2014, the maximum discount increased to 30%, with the provision that an extra 20% can be added to programs that target tobacco use, for a total of 50%. There are no limitations on how the 30% reward can be allocated to various elements of the incentive program.
Types of Incentive Structures. The federal regulations recognize three basic types of structures to earn the reward of discount. (1) Participatory. Earned by merely participating in a program, such as a lecture series, etc., without any requirement to meet a health goal. (2) Activity only. The reward or discount is earned by completing an activity such as a running program, following a specific diet, etc. (3) Outcome based. Earned by achieving a specific health goal, such as not using tobacco, having normal biometric values, having normal weight, passing a fitness test, etc.
Reasonable Alternative Standard. A reasonable alternative standard to earn the reward must be offered to all employees who are not able to meet the initial standard for activity-only or outcome incentives (but not for participatory incentives). The alternative standard can be in the form of another incentive program with the same or a different structure. For example, for an employee who cannot meet the outcomebased standard of a body mass index (BMI) of 25, the alternative standard could be meeting a fitness standard (another outcome standard), making progress in reducing weight to achieve a BMI of 27 (another outcome standard), participating in a program to increase physical activity or eating more nutritious foods (an activity-only standard), or listening to a series of lectures on weight management (a participatory standard). The alternative standard must always be ''reasonable'' and the opinion of the employee's personal physician must always prevail in the selection of the alternative standard if there is a disagreement.
Restrictions for Incentive Structures. The only restrictions on participatory incentives are to make them available to all ''similarly situated individuals'' (i.e., employees covered by the health plan, and their covered dependents if the health promotion program and incentive program is extended to them). Activity-only and outcome-based incentive programs must meet five criteria: (1) Allow people the opportunity to qualify at least once a year. (2) Limit rewards to 30% of the total health plan premium, or 50% if tobacco use is part of the incentive. (3) Be offered in the context of a health promotion program with a ''reasonable design'' that is likely to help the employee improve their health. (4) Provide an ''alternative standard'' that an employee can meet if the employee is not able to perform the original activity or achieve the health standard. The employer can require physician verification of a medical reason the employee cannot perform the activity, but cannot require this for not meeting the health goal. (5) The means to achieve the alternative standard must be included in all promotional documents that describe the details of how to earn the incentive. through a lecture series. In general, setting most of the incentive structures at the outcome level reduces the burden for people who are in great health and have positive health behaviors, because all they have to do to meet the standard is to participate in a health screening and meet the standard. A program with lots of activity or participatory standards would be a greater burden for these people, because they would be required to invest a lot of time in activities or programs that do not contribute to their improving their health and might even distract them from positive health habits they already practice. Conversely, for someone with poor health and poor health practices, setting most of the incentive structures at the outcome level could lead to a potentially large number of tests to meet the standard for each of the RASs for the standards they did not meet. For these people, a participatory RAS would be a lower burden, because they could end the cycle merely by participating in some programs.
Numbers of Cycles of RASs.
The current regulations do not place any upper limit on the maximum number of cycles of RASs an employer can require an employee to meet to earn the incentive. From one perspective, this is positive. The greater the number of cycles of RASs, the greater the chances to earn the reward. However, this could easily become a great burden to the employee. For example, if there were five target outcomes (e.g., being tobacco free, BMI less than 27, and normal levels of blood pressure, cholesterol, and glucose), and there were three cycles of RAS for each of the five, this could lead to 15 tests an employee would need to meet each year to earn the full incentive. I suspect future revisions to the regulations will place a limit on the number of cycles and perhaps even the progression of types of incentive structures for the RASs.
6. Access and Allocations for Family Members. Employers have the option of calculating the incentive based on the cost of the health plan premium for the employee or the full family. Furthermore, the standard(s) to earn the incentive can be based on the employee meeting the standard(s) or the whole family meeting the standard(s). For example, if the wellness incentive policy included a 20% surcharge for tobacco users, and the total health plan costs $6000 for a single person and $15,000 for a family, the surcharge could be $1200 ($6000 3 20%) if calculated based on the employee's portion of the cost or $3000 ($15,000 3 20%) if based on the cost for the full family. Similarly, if the employee and the spouse were smokers and the child was not, the surcharge could vary depending on which family members' behaviors were used to calculate the surcharge. 
